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OPINION 

OF 

HON.  JNO.  E.  HOLLINGSWORTH, 

Commissioner  of  Insurance  of  the  State  of  Texas. 


IN  pursuance  of  an  invitation  issued  by  me,  addressed  to    Meeting  at 
the  officials,  managers,  State  and  special  agents  of  life  in-  to'dlscuss  the' 


surance  companies,  to  meet  in  the  city  of  Austin,  May  15, 

1894,  for  the  purpose  of  discussing  the  legal  right  of  cer- 

tain  life  insurance  companies  mentioned  in  the  call,  quali-      optional 

fied  under  what  is  generally  known  as  the   "  assessment  nVent^poiic'ieii. 

law,"  to  issue  probable  life  and  limited  payment  policies, 

and  the  sufficiency  of  the  rates,  a  good  number  of  persons 

met  and  discussed  the  question  submitted,  and  a  number  of 

briefs  were  presented  by  actuaries  and  underwriters  not 

present. 

It  is  proper  to  state  that  the  representatives  of  the  Provi-   Representa- 

tives  of 

dent  Savings  Life  Assurance  Society  of  New  York,  includ-     Provident 

T.       •  i  «.  i  TT  Savings  and 

ing  its  President,  Mr.  Sheppard  Homans,  and  a  representa-  New  York  Life 

,     ,       .T          ,..,..,  _  claim  old  line 

tive  of  the  New  York  Life  Insurance  Company,  made  the    companies 

broad  claim  that   assessment   companies  were  infringing  'monopoly'  of* 

upon  the  rights  and  prerogatives  of  legal  reserve  companies  8U  ancTthat"' 

in  issuing  policies  in  defiance  of  the  law  governing  assess-  companies0  ale 

ment    insurance.     The    companies  especially   referred  to     upfonnfhefr 

were  the  Fidelity  Mutual  Life  Association  of  Pennsylvania 

and  the  Massachusetts  Benefit  Association  of  Boston.    Re-  ^Sutuia'and 

alizing  that  the  public  generally  were  not  sufficiently  in-  Ma8Benefit8eM9 

formed  as  to  the  rights  and  privileges  of  the  several  classes 

of  life  insurance  companies,  and  that  agents,  in  their  eager- 

ness to  out-rival  competitors,  frequently  have  misled  those 

seeking  life  insurance,  I  concluded  that  it  would  be  both  .public  which 

is  not  informed 

beneficial  and  instructive  to  the  public,  as  well  as  the  in-  -Benefit  of  free 

discussion. 

surance  fraternity,  to  have  a  free,  frank,  and  open  discussion 
of  the  question  at  issue. 

In  order  to  fully  understand  the  origin  of  this  examina-  New  York  Life 
tion  and  occasion  for  this  discussion,  it  will  be  well  to  note  afk^w'he'tpr 
the  complaints  made  by  the  level  premium  companies.  The  has  the  "Ig'ht 


—  4  — 
to  issue      agent  of  the  New  York  Life  simply  presented  the  question 

Optional 

Limited  Pay-  as  to  the  right  of  the  Fidelity  to  write  limited  payment  op- 
and  with-   '  tional    policies,   and   seemed   satisfied   with    information 

draws  from  ,         TT       ,.  ,  -       . 

the         secured.     He  did  not  further  pursue  the  matter. 

The    Provident   Savings   Life    Assurance   Society   sub- 
mitted  charges,    from    which   the   following  excerpts  are 
taken : 
President         PRESIDENT  ROMANS. — There  has  grown  up  a  course  of 

Homans,  of  ..... 

the  Provident  action  among  assessment  companies  which  is  only  second 
attackslsti-  in  their  demoralizing  effects  to  the  bond  swindles.     I  en- 
Massachusetts  close  as  an  example  a  printed  slip  showing  "Estimated 
dialms^tha?   cash  surrender  value  of  policies  carried  to  the  life  expec- 
companles6 a^e  tanc7  °f  tne  insured,"  issued  by  the  Massachusetts  Benefit 
Pf°omfsteany°-  Association  and  circulated  largely  in  your  State.     These 
estimates  are  transparently  fallacious,  and  are  calculated  to 
bring  the  beneficent  system  of  life  insurance  into  disrepute, 
proceeds,     j  hope  you  will  see  your  way  clear  to  put  your  official  con- 
demnation upon  such  practices,  and  thus  do  a  service  to 
your  citizens.    The  very  foundation  principle  of  assessment 
insurance  forbids  that  class  of  institutions  from  promising 
or  guaranteeing  anything  except  to  collect  assessments  upon 
the  occurrence  of  deaths  and  to  pay  the  proceeds  of  such 
assessments  to  survivors.     By  the  very  nature  of  their  or- 
ganization they  cannot  guarantee  anything  else. 

R.  H.  and  W.  G.  BAKER,  State  Agents. — The  Massachu- 
setts Benefit  and  the  Fidelity  Mutual,  as  you  know,  are  or- 
ganized under  the  assessment  laws  of  their  respective  States, 
and  they  write  what  they  term  "Natural  Premium"  in- 
Mr.  Baker,    surance.     We  will  not  take  time  nor  space  to  comment  on 
^provfdent0   this  system  of  insurance.    It  is  safe,  and  meets  the  wants  of 
cilfmTthat    the  masses.     It  is  a  progressive  premium,  kept  down,  as 
Mutu'a^and    known,  for  a  time,  in  well  managed  companies.     The  re- 
MBSeSnaeCfitUare ts serve  's  f°r  eac^  vear  only ;  it  disappears  at  the  end  of 
wrftenNatdurai  eac^  policy  year,  no  matter  how  long  the  policy  has  been 
i^su'rance     in  force.     All  this  is  well  known  to  you.     Our  complaint 
undertakes  to  ^s  ^^  :  The  Massachusetts  Benefit,  through  their  Manager 
define,  and    for  Arkansas  and  Texas,  and  general  agent  at ,  write 

attacks  the  ° 

estimate  and  business  upon  the  following  statements.     We  will  give  his- 

contract  of  the  ° 

Massachusetts tory  of  one  brought  before  us  recently:  Age  30,  policy 
says  the      Scooo,  premium  $82. qo  per  annum,  $10. 150  per  $1000.    This 

Fidelity  is  just  ^° 

as  bad.       policy  was  written  upon  the  statement  and  assurance  of 
both  the  manager  and  the  general  agent  that  at  the  expec- 


tancy  of  the  assured  the  policy  would  become  fully  paid  .,        . 

for  life  for  $5000,  or  have  a  cash  value  of  $2600,  and  also 
stated  that  an  annual  cash  dividend  would  be  declared  each 
year  after  the  first  to  reduce  the  premium,  thus  keeping  it 
below  the  $16.50  per  $1000.  We  know  of  a  great  many 
prominent  men  of  this  city  who  have  large  policies  with 
this  company  who  expect  their  policies  to  become  fully 
paid  up  at  their  expectancy ;  in  fact,  their  business  is  writ- 
ten upon  these  representations.  The  Fidelity  Mutual  are 
just  as  bad ;  at  age  30,  premium  $16  per  $1000.  .  They  go  so 
far  as  to  state  in  their  policy,  "  Fully  paid  up  at  'expec-  «tatement. 
tancy;"  also  a  fabulous  cash  surrender  value  for  surrender 
of  policy.  Is  it  right  for  these  companies  or  agents  to  get 
business  upon  such  representations?  If  not,  then  can't 
you  put  a  stop  to  it  ?  We  are  sorry  to  bother  you  to  this 
extent,  and  have  delayed  doing  so  for  many  months,  but 
we  know  of  no  other  way  to  put  a  stop  to  this  practice,  and, 
to  say  the  least,  unfair  competition,  not  by  the  agents  alone, 
but  the  companies  as  well.  We  know  you  can  put  a  stop 
to  it  so  far  as  Texas  is  concerned. 

It  is  important  to  determine  first  what  the  word  "  assess-         The 
ment  "  means.     In  Burrill's  Law  Dictionary  it  is  defined   ^"e's't'he" 
as  u  authoritive  imposition  of  a  sum  or  sums  to  be  paid."    definition'  to 
The  supreme  courts  of  California  and  Oregon,  where  occa-  "assessinent." 
sion  arose  for  judicial  interpretation,  defined  the  word  to 
mean  a  tax  levied  or  sum  paid  on  the  principle  of  benefits 
received  or  the  "authoritative  determination  of  the  amount 
to  be  paid."     Blackstone  defines  it  as   "  the  naming  of  a 
rate  by  authorized  persons  according  to  their  discretion  as 
opposed  to  a  sum  certain  or  determined  by  law." 

It  will  also  be  well  to  define  life  insurance.  It  is  in-  A,80  defines. 
demnity  against  loss  occasioned  by  death;  and  what  is  de-hfe  In8urance 
sired  is  sure  indemnification  at  a  minimum  expense. 

In  considering  the  legal  right  of  the  companies  involved  Examines  the 
to  issue  the  policies  to  which  my  attention  has  been  di-  Massachusetts, 
reeled,  we  will  examine  the  laws  of  the  States  under  which  Penntyfvanu. 
they  are  chartered.     The  following  is  a  brief  of  the  laws 
relating  to  assessment   insurance  taken  from  the  acts  of 
1890 : 

MASSACHUSETTS — i.  Definition. — When  benefit  is  con-  Massachusetts, 
ditioned  not  upon  fixed  payments,  but  upon  the  collec- 
tion, from  time  to  time,  of  an  assessment  which  must  be  in 


advance,  it  shall  be  deemed  a  contract  of  insurance  on  the 
assessment  plan. 

2.  Limitations  or  Conditions. — Policy  must  specify  the 
sum  of  money  company  promises  to  pay  upon  the  contin- 
gency insured  against.     A  default  of  payment  in  full  for 
more  than  three  months  makes  it  incumbent  upon  the  in- 
surance commissioner  to  cause  a  receiver  to  be  appointed. 
Foreign  companies,  as  a  condition  precedent  to  obtaining 
license,  must  furnish  certificate  showing  ability  to  pay  cer- 
tificates in  full,  and  license  must  be  revoked  whenever  such 
companies  are  not  paying  full  maximum  amounts  named 
in  their  policies. 

3.  Benefits  During  Life. — When  emergency  fund  has  in 
excess  of  double  the  amount  of  one  death  or  disability 
assessment  upon  the  entire  membership,  assessment  being 
required  in  advance,  the  corporation  may  apply  such  excess 
or  any  portion  thereof  in  reduction  of  assessments  upon 
policy  or  certificate  holders,  or  in  such  other  equitable  di- 
vision or  apportionment  thereof  as  its  rules  or  contracts 
may  provide. 

4.  License  Fees  and  Taxes. — License  fee,  $30.     Annual 
statement,  $20.     Reciprocal.     In  other  respects  subject  to 
provision  of  general  life  insurance  law. 

Examines  the      The   policy  of  the   Massachusetts   Benefit   Association 

PtheMassSa°f  provides  for:  i.  A  death  benefit.     2.  A  disability  benefit. 

chfitCpoH?y.ne"  3-  A  ca§h  surrender  value  at  the  end  of  life  expectancy, 

which  shall  be  the  net  contribution  to  the  emergency  or 

surplus  fund  with  an  equitable  proportion  of  all  accretions. 

Quotes  from       Insurance  Commissioner  Tarbox,  of  Massachusetts,  in  his 

oJmmlssioVer  report  of  1 886,  says  of  the  emergency  fund :  "  The  statute 

concerning    *s  imperative  upon  each  assessment  company  to  accumu- 

*  «on  ancTuse*"  ^ate  an  emergency  fund,  so  called,  and  provision  therefor 

em°efrgwcy    must  ^e  mSL&e  in  its  contracts  with  its  policy  holders.    The 

fund.        amount  of  the  fund  at  all  times  must  not  be  less  than,  but 

necessarily  the  specific  proceeds  of,  one  full  assessment  and 

may  be  indefinitely,  more. " 

Declares  that  That  the  law  clearly  permits  the  issuance  of  such  a  policy 
assessment  can  not  an<^  w^  not  f°r  a  moment  be  questioned,  and  we 
tnTil^ua^cl  need  not  further  follow  the  legality  of  this  contract  as  con- 
°fpoHcUy."a  Dolled  by  the  Massachusetts  law. 

The  following  synopsis  of  the  assessment  laws  of  Penn- 
sylvania will  govern  the  issuance  of  policies  by  the  Fidelity 


Mutual  Life  Association  in  its  home  State  and  influence  its  Examines  the 

assessment 

operations  elsewhere  :  law  of 

,      .  ..  Pennsylvania. 

1.  Definition. — Assessment  plan,  and  plan  of  assessments 
upon  surviving  members,  for  insuring  lives,  used  synony- 
mously, whether  chartered  with  or  without  capital  stock, 
guaranty  capital,  or  accumulated  reserve,  in  lieu  of  capital 
stock. 

2.  Limitations  or  Conditions. — Company  cannot   com- 
mence business  until  it  has  applications  for  not  less  than 
$500,000  insurance  by  not  less  than   200  persons,  and  2 
per  cent,  of  the  insurance  applied  for,  or  $10,000  in  cash, 
deposited  in  bank  to  the  credit  of  the  mortuary  fund,  sub- 
ject to  the  approval  of  the  insurance  commissioner.     No 
limitation.     Policies  or  certificates  must  state  that  the  com- 
pany issuing  the  same  is  not  required  by  law  to  maintain 
the  legal  reserve.     As  a  condition  precedent  to  license, 
company  must  show  that  it  has  paid  and  has  the  ability  to 
pay  the  maximum  certificate  in  full. 

3.  Benefits  During  Life. — No  limitation,  other  than  that 
the  money  must  be  applied  to  the  object  or  purpose  for 
which  it  is  collected. 

4.  License  Fees  and  Taxes. — Reciprocal.     License  fee, 

$20. 

5.  Accumulation  and  Conditions. — Must  have  not  less 
than  $10,000.     May  have  a  guaranty  fund  of  $200,000  and 
an  accumulated  fund  for  any  amount,  provided  the  object 
and  purpose  for  which  the  fund  is  created  is  specifically 
stated  in  the  contract  or  notice  of  assessment. 

6.  Penalties. — Misdemeanor. 

7.  Exemption. — Fraternal  societies,  doing  business  under 
the  lodge  system,   which   do   not   employ  paid  agents, 
exempt. 

That  the  plan  of  the  Fidelity  is  fully  within  the  meaning   Declares  the 
of  the  above  statute,  and  that  it  has  in  all  respects  met  the  F?deHty  to  be 
conditions  as  to  amount  of  insurance  and  mortuary  fund,  th'e^eanVng'of 
is  so  obvious  that  it  hardly  demands  further  consideration .  and'sm^e 
As  to  life  benefits,  there  is  no  limitation,  and  it  is,  there- 
fore,  left  to  the  wisdom  of  the  management   to  say  what 
contracts  it  will  make.     It  may  be  said  that,  though  prob- 
able  life  and  limited  payment  policies  are  not  prohibited,  Hne"0com°pa 
that  should  not  be  regarded  as  sufficient  license  for  the  issu     ni'°ld 
ance  of  such  contracts.     Then  shall  we,  interpreting  the 


Tontine,  or    laws  governing  life  insurance,  act  upon  the  assumption  that 

any  form  of  .  . 

investment    anything  not  expressly  authorized  is  prohibited?  If  so,  the 

policies  in  the  , 

state  of      so-called  orthodox  or  legal  reserve  companies  could  not  sell 

Texas." 

endowments,  tontine,  or  any  form  of  investment  policies 
in  the  State  of  Texas,  because  the  law  which  regulates  the 
admission  and  control  of  level  premium  companies  does 
not  specifically  authorize  such  policies.  The  Texas  statute 
reads  as  follows,  acts  of-  1889  : 

Texas  SECTION  i.  Be  it  enacted  by  the  Legislature  of  the  State 

regulating     of  Texas :    That  companies  or  associations  organized  under 

assessment  or  . 

natural       the  laws  of  any  other  State  of  the  United  States,  carrying 

premium  ,       .  /•  •../•  t         • 

companies,  on  the  business  of  life  or  casualty  insurance  on  the  assess- 
ment or  natural  premium  plan,  and  having  cash  assets  of  a 
sum  of  not  less  than  one  hundred  thousand  dollars,  invested 
as  required  by  the  laws  of  this  State  regulating  other  in- 
surance companies,  shall  be  licensed  by  the  Commissioner 
of  Insurance  to  do  business  in  this  State,  and  be  subject 
only  to  the  provisions  of  this  act ;  provided,  however, 
that  such  company  or  association  shall  first  file  with  the 
Commissioner  of  Insurance  a  certified  copy  of  its  charter, 
a  written  agreement,  appointing  the  Commissioner  of  In- 
surance and  his  successor  in  office  to  be  its  true  and  lawful 
attorney,  upon  whom  all  lawful  process  in  any  action  or  pro- 
ceeding against  it  may  be  served ;  certificate  under  oath 
of  its  president  and  secretary  that  it  is  paying  and  for  the 
twelve  months  next  preceding  has  paid  the  maximum 
amount  named  in  its  policies  or  certificates  in  full ;  a  state- 
ment under  oath  of  its  president  and  secretary  of  its  busi- 
ness for  the  year  ending  December  313!  preceding;  a  cer- 
tified copy  of  its  constitution  and  by-laws  and  a  copy  of  its 
policy  and  application ;  a  certificate  from  the  proper  au- 
thority in  its  home  State  that  said  company  or  association 
is  legally  entitled  to  do  business  in  such  home  State,  and 
has  at  least  $too,ooo  surplus  assets  subject  to  its  indebted- 
ness. It  will  be  the  duty  of  the  Commissioner  of  Insurance 
to  issue  a  license  to  any  company  or  association  complying 
with  the  provisions'of  this  act,  and  every  such  company  or 
association  shall  annually  thereafter,  before  such  license  is 
renewed,  file  with  the  Commissioner  of  Insurance,  on  or 
before  the  first  day  of  March,  a  statement  under  oath  of  its 
president  and  secretary,  or  like  officers,  of  its  business  for 
the  year  ending  December  3ist  preceding. 


-9- 
The  Massachusetts  Benefit  and  Fidelity  Mutual  Life  As-  Massachusetts 

.....          .         Benefit  and 

sociation  were  held  to  a  strict  compliance  with  this  law  in      Fidelity 

entering  Texas,  as  shown  by  the  records  of  this  depart-  to  strict  com- 
pliance with 
inellt.  the  law  on 

The  legal  reserve,  representatives  submit  that  the  natural      "Texas'.* 
premium  companies  should  be  required  to  put  up  a  reserve, 
and  argue  that  the  Texas  law  is  imperative,  and  vehemently 
declarf  that  the  commissioner  is  compelled  to  value  their      why  the 
policies  as  set  forth  in  the  laws  governing  level  premium    assessment 

companies 

Companies.  cannot  and 

rr,,  .  .   ,        ,  ,  should  not  be 

This  cannot  be  done  for  two  reasons:  valued  accord- 

1.  Prior  to  the  law  of  1889,  above  quoted,  assessment  Infta0ndard0ld 
companies  could  not  lawfully  transact  business  in  Texas,  as 

they  were  excluded  under  the  old  law. 

It  is  true  there  were  some  assessment  companies  doing 
business  before  then,  but  it  was  without  any  lawful  supervi- 
sion, and  they  were  driven  out  of  the  State  by  Attorney- 
General  Hogg  and  Commissioner  Foster. 

2.  The  law  of  1889  was  enacted  especially  to  permit  na- 
tural premium  or  assessment  companies  to  enter  the  State, 
and  the  legislature,  to  put  it  beyond  any  cavil  or  question 
as  to  what  should  be  required,  said  that  such  companies 
should  "  be  subject  only  to  the  provisions  of  this  act."     I, 
therefore,  conclude  that  the  laws  antedating  this  act  were 
intended  for  the  exclusive  government  of  level  premium 
companies,  and  can  in  no  way  affect  or  apply  to  natural 
premium   or   assessment   companies.      I  go   further,    and 
assert,  that  if  the  commissioner  should  attempt  to  coerce 
assessment  companies  into  complying  with  the  level  pre- 
mium act,  he  would  be  transcending  his  official  authority, 
and  could  be  called  to  account  for  an  unwarranted  assump- 
tion of  povyer. 

But,  say  the  orthodox  actuaries,  the  assessment  companies     Orthodox 

.....  .     .  .     .  actuaries  com- 

have  passed   beyond  their  legitimate  sphere  and  invaded     plain  that 
the  domain  of  old  line  companies,  and  should,  therefore,    ^mpantes 
be  held  to  the  same  accountability.    That  eminent  actuary,  their  domain. 
William  T.  Standen  of  the  United  States  Life  Insurance 
Company,  in  submitting  a  brief,  but  very  able  argument, 
says: 

"There  is  no  doubt  we  all  of  us  very  well  understand 
what  was  the  generally  accepted  interpretation  and  defini- 
tion of  an  Assessment  association  twenty  years  ago.  To- 


Actuary      da)-  it  is  impossible  to  accurately  define  or  interpret  the 

Standen,  of  .      .  .  , 

the  y.  s.  Life,  term.    These  associations  have  entirely  departed  from  their 

claims  that  ...  ...  ...  <•   i 

many  assess-  original  traditions  —  those  traditions  which  were  the  very 

ment  associa-  .        .-.         .  .,     .  .  ,  ,  -     ,  , 

tions  have    justifications  of  their  existence.     Many  of  them  to-day  are 

the'accepted1  old  line  in  everything  but  the  name.    Many  of  them  receive 

of  their'sphere  premiums  at  stated  intervals  in  place  of  the  original  des- 

ago^nVhave  ultory  collection  of  assessments.     Many  of  them  from  being 

iine1nreve°ry-  mere  '  hat  passing  '  concerns  have  so  defined  and  elaborated 

name?"*     upon  their  contracts  and  certificates,  and  the  terms  and 

conditions  that  originally  governed  them,  that  they  have 

become  absolutely  insurance  contracts  for  a  special  term 

Claims  that    of  months  or  years,  without  observing  the  legal  require- 

they  issue  J 

'•absolutely    ments  which  we  would  not  dare  to  ignore.     Every  term 
contracts"    insurance  policy  carries  a  mathematical   reserve  with  it, 

without         ,  11      i  i  -111 

observing  a    however  small  that  reserve  may  be,  provided  the  term  on 

mathematical     .  ..  .  .    ,      .  ... 

reserve.  tie  insurance  for  which  the  assessment  or  premium  is  made 
to  cover  is  definitely  defined,  and  not  subject  to  another 
arbitrary  assessment  or  premium  call  until  the  next  specified 
premium  or  assessment  paying  date  mentioned  in  the  con- 
tract or  certificate  is  reached." 
statutes  of  The  States  of  Massachusetts  and  Pennsylvania  do  not 

Massachusetts  .       .  ,  .  , 

and         leave  us  in  doubt  as  to  what  is  mean^t  by  an  assessment 
leave  "no  ^doubt  association,  for  they  have  both  given  a  statutory  definition, 

as  to  what  is  ,  .      ,          c          ,    c,  •,        ,  ,   .     .  .  . 

meant  by  and  we  are  not  therefore  left  to  a  haphazard  interpretation 
associations,  of  the  term,  nor  are  we  at  sea  for  the  laws  to  control  them, 
ena^tedfaws  f°r  they  have  enacted  laws,  especially  for  the  government 
espetheiry  for  °f  sucn  associations,  by  which  the  insurance  officials  of  the 
scrutiny1  a  mi  respective  States  are  to  be  guided  in  their  scrutiny  and  su- 

supervision. 


While  Texas  does  not  furnish  any  legal  definition,  yet 

The  statute  of  from  the  very  writing  of  the  first  sentence  in  Section  i, 

not         above,  the  definition  of  the  term  by  other  States  could 

furnish  SL  legal 

definition,  but  be  very  readily  and  safely  accepted.  .   The  Texas  statute 

requires  an 
accumulation    requires  : 

Of  $200,000,  to  A  /.,,  I.          •  ,.     J      •  -LJ 

entitle  a          i.  Assets  of  $ioo,ooo  to  be  invested  in  prescribed  se- 

company  to 

license.         CUntlCS. 

2.  $100,000  surplus  assets,  subject  to  the  indebtedness  of 
the  company. 

This  law,  therefore,  not  only  creates  the  necessity  for  the 
collection  of  premiums  in  advance,  but  recognizes  the 
accumulation  of  a  surplus,  which  can  only  be  done  by 
charging  in  excess  of  the  actual  mortality  and  expense. 


II 


I  am,  therefore,  forced  to  the  conclusion  that  any  life  Commissioner 

....  ,  forced  to  the 

insurance  company  doing  business  on  the  assessment  plan,    conclusion 
which,  under  its  charter  and  law  of  incorporation,  has  the    company  on 


right  to  collect  premiums  in  excess  of  the  current  cost  of 
the  insurance,  and  to  apply  such  excess  to  either  reducing  j£  charter  and 
the  future  cost  or  rendering  the  insurance  self-sustaining,  'corporation. 
has  the  undoubted  right  to  do  so  in  the  State  of  Texas.  h"  co'iec"1" 
*This  is  a  question  too  important  to  the  insuring  public  gcS.^'the 
to  be  considered  in  the  light  of  the  narrow  rivalries  and  »£"?£«•"«'. 
jealousies  of  competing  companies.  It  is  to  the  interest  of  s*°£  ex*ePsP»yto 
the  public  that  the  business  should  be  open  to  honest  and  init*helfuture 
honorable  competition.  It  is,  therefore,  simply  a  question  rend<e*tinorthe 
of  the  ability  on  the  part  of  the  respective  companies  to  insurance 

J  r  self-sustaining 

carry  out,   in   good    faith,   their   contracts  with    policy-  subject  to  the 

7       privilege  of 

holders.  assessment. 

has  the 

This  brings  me  to  the  second  and  more  important  ques-    undoubted 

J  T       i  •  ,    '  ri$ht  to  do  so 

tion,  viz.  :  Can  the  companies  comply  with  their  obligations     >n  Texas. 

as  expressed  in  the  limited  payment  and  probable  life  con- 

...  .  'Question  too 

tracts?     And  this  question  must  be  considered  and  an-  important  to  be 

.    .  .  ........  .  considered  in 

swered  in  connection  with  individual  companies  only.          the  light  of  the 
The  evidence  submitted  by  the  Fidelity  Mutual  Life  As- 


sociation  of  Philadelphia,  consisting  of  the  experience  of  the  jefornpetiSng 
thirty  American  offices,  compiled  by  Levi  W.  Meech,  Esq., 
under  the  direction  of  the  "  Chamber  of  Life  Insurance,"  and 
the  experience  of  a  large  number  of  individual  companies  Evidence  sub- 
shows  conclusively  that  its  probable  life  rates  are  ample  to  ""pfdeHty  h" 
enable  it  to  carry  out  its  contracts  with  members  without   ^howt'con? 
exercising  the  right  of  making  further  assessments.  A  single  ^"rat's^are 
illustration  will  suffice.     By  reference  to  table  i,  page  100,    eniTwe'it'to 
of  Meech's  System  and  Tables  of  Life  Insurance,  it  will  ec0'nrt^tu^ 
be  noticed  that  33,203  entered  at  age  40,  representing  $90,-     ^T^uf' 
364,000   insurance.     By  assuming  that  the  insurance  lia-e*er.cisin«  the 

*  right  to  make 

bility  of  a  company  equals  the  face  value  of  the  policies,      further 

*  assessments." 

which  is  certainly  not  the  case  in  an  old-line  company,  and 
dividing  the  total  deaths  during  the  period  of  30^  years 
by  the  total  of  exposures,  and  multiplying  the  result  by 
the  number  of  years  covered  by  the  experience,  we  obtain 
the  cost-  of  $1000  insurance  during  that  period,  which  is 
S337-71)  making  a  yearly  average  net  mortality  cost  of 
about  $11  per  $1000.  The  Fidelity's  net  premium  at  age 
40,  per  $1000  insurance,  is  $17.89  (gross  premium,  includ- 
ing $4  for  expenses,  $21.89),  which  would  leave,  on  an  av- 
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erage,  for  its  equation  fund,  $6.89.  But  in  the  earlier  po- 
licy years,  on  account  of  the  benefit  derived  from  selec- 
tion, the  amount  carried  to  the  equation  fund  is  $8.13,  in- 
stead of  $6.89.  However,  if  it  be  assumed  that  it  is  $6.89 
only,  and  this  amount  be  improved  at  5  per  cent,  com- 
pounded during  a  period  of  30^  years,  it  will  equal 
$496.28,  or  within  $3.72  of  the  Fidelity's  estimate ;  and  if 
improved  at  6  per  cent.,  it  will  amount  to  $597.45.  There- 
fore, on  the  basis  of  past  experience,  both  as  to  mortality 
and  interest  earnings,  the  Fidelity  is  justified  in  promising 
that,  without  collecting  further  assessments,  its  net  prem- 
ium of  $17.89,  or  gross  premium  of  $21.89,  a*  a§e  4°>  Per 
$1000  insurance,  is  not  only  sufficient  to  cover  the  current 
cost  of  insurance  during  the  term  of  probable  life  of  30 
years,  but  that  the  policy  will,  at  the  expiration  of  that 
period,  or  age  70,  have  an  interest  in  the  fund  estimated  at 
$500,  which  the  member  is  entitled  to  withdraw  by  surren- 
dering his  policy,  or  to  have  applied  towards  sustaining  the 
insurance  thereafter. 

The  Fidelity's      By  reference  to  the  contract  issued  by  the  Fidelity  Mu- 
ciause"— its  tual   Life  Association,   it  will  be   seen   that  notwithstand- 
ing the  sufficiency  of  its  premium  rates,  it  reserves  the 
right,  under  what  is  known  as  the  "  safety  clause,"  to  order 
and   collect  further  assessments  to  make  good  any  unex- 
pected deficiency  which  may  occur  in  its  equation  fund. 
Provision  in   The  by-laws  of  the  association,  and  policy  contract,  ex- 

the  Fidelity's  .  ,.    . 

by-laws  and   pressly  provide  for  the  valuation  of  policies  on  the  basis 

contracts  . 

forthevaiua-  of  past  insurance  experience,  and  interest  at  4  per  cent.,  at 

tion  of  its  _  ,,....  , 

policies  on  the  least  every  five  years,  and  the  right  is  given  to  the  asso- 

basis'ofpast       ..  .......          ,.  .  ..  ., 

insurance  ex-  ciation,  if  it  is  found  that,  at  any  time,  it  has  not  on  hand 
pewfsneCarrd  *  the  present  worth   of  the  future  deficiencies,   to  levy  an 
Pmeasure1''— y  assessment,  which  must  be  paid  within  thirty  days  from  date 
tthVFtideeifty's  of  notice  of  same,  or,  with  the  consent  of  the  directors, 
Tu/i^guarded"  may  be  charged  against  the  policies,  together  with  interest 
at  the  rate  of  6  per  cent,  per  annum,  and  deducted  there- 
from when  they  become  claims.     In  either  case,  the  im- 
pairment is  made  good.     This  is  a  wise  and  precautionary 
measure,  and  avoids  drawing  upon  the  funds  for  current 
needs,  at  the  expense  and  disadvantage  of  those  who  re- 
main longest  in  the  company.     A  large  portion  of  the 
policy  claims  are  necessarily  postponed  far  into  the  future, 
and  the  company  which  takes  from  its  funds  to  meet  pres- 
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ent  claims  money  that  should  be  reserved  to  meet  future 
claims,  commits  a  great  wrong.  The  Fidelity  Mutual  Life 
Association  has,  in  this  respect,  in  my  opinion,  carefully 
guarded  the  interests  of  its  members. 

With  reference  to  the  so-called  optional  limited  pay- The  sufficiency 
ment  policies  issued  by  the  Fidelity  Mutual  Life  Associa-     Fidelity's 

.     .  premiums 

tion,  it  is  only  necessary  to  compare  its  premiums  with  the        under 
net  "old  line"  premiums  fixed  bylaw.     For  example:  At  Limitednpay- 
age  35,  the  net  premium  fixed  by  law  for  lo-payment  life  proven  bjTt'hc 
is  ^42.06,  the  Fidelity's  premium  is  $44.79 ;  the  net  pre-    premium"0 
mium,  i5-payment,  is  $31.40,  and  the  Fidelity's  $34.76; 
the  net  premium  for  2o-payment  is  $25.68,  and  the  Fideli- 
ty's is  $29.38.     The  Fidelity's  premium  being  in  every 
instance  Mgher  than  the  net  premium  fixed  by  law,  it  be- 
comes simply  a  question  of  expense  loading,  economical 
management,  etc. 

Under  optional  limited  payment  policies  the  Fidelity      HOW  the 
divides  its  premiums  into  two  parts :  The  one  part  covers    ^nSe'r'the' 
the  current  cost  of  insurance  during  the  years  in  which  optional*  LUn- 
premiums  are  paid ;.  the  other  part,  called  the  "advance  'Vrt  dfJide"' 
insurance  fund,"  is  set  aside,  kept  separate  from  the  other   ' 
funds  of  the  association,  and  after  the  third  policy  year, 
when  surrender  values  become  operative,  is  carried  as  a 
liability  on  the  books  of  the  association,  and,  it  is  stated, 
will  be  so  reported  to  the  insurance  departments  for  the 
purpose  of  sustaining  the  policy  after  the  member  ceases 
to  pay  the  regular  premiums.     If  the  member  should  desire 
to  discontinue  the  insurance  at  any  time,  he  can  withdraw 
such  advance  insurance  fund,  also  the  interest  accretions, 
which  are  estimated  on  an  average  of  4)^  per  cent.,  by 
surrendering  his  policy.     In  view  of  the  foregoing  facts, 
and  the  other  fact  that  the  "  safety  clause "  already  ex- 
plained, is  also  incorporated  in  optional  limited  policies, 
there  can  be  no  reasonable  doubt  about  the  Fidelity  Mutual 
Life  Association  being  able  to  discharge  its  obligations 
under  this  class  of  policies. 

As  to  the  ability  of  the  Massachusetts  Benefit  Association  thehMassachu- 
to  meet  its  death  and  disability  promises,  I  consider  the  " 
rates  of  the  company  sufficient,  when  compared  with  the 
rates  of  other  successful  companies,  to  enable  it  to  meet  its  ^derel'suffic"- 
obligations,  and,  besides,  the  laws  of  Massachusetts  compel  chlwetufulw" 
compliance  with  such  contracts  and  provide  for  it. 
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Estimated         As  to  the  illustration  slips  called  "  Estimated  cash  sur- 

slip  no  part   of 

contract,  but  render  values,      they  constitute  no  part  of  the  contract, 
favo°rabiyrwith  but  they  are  reasonable,  and  are  based  upon  the  experience 

estimates  of        ....  ,        , 

old  line  of  their  own  company  and  others ;  at  al.l  events,  they  com- 
pare favorably  with  estimates  of  old-line  companies,  and 
are  just  as  sure  of  realization. 

It  may  be  as  Mr.  Homans  says:  "It  would  be  a  great 
Estimates     boon  if  estimates  depending  upon  contingencies  of  the 
'ex'perience8    future  should  be  forbidden  by  law;  "  but  as  past  experience 
is  the  very  foundation  upon  which  the  business  of  life  in- 
surance exists  and  upon  which  its  future  depends,  I  can't 
see  the  justice  in  prohibiting  honest  estimates  based  upon 

False        past  experience.     If  he  had  said  false  estimates  and  mis- 
estimates and  .  ,        iiv  1-1  -111 
misrepre-     representations  should  be  prohibited  by  law  under  severe 

condemned,    penalties,  then  he  would  have  been  eminently  correct. 

LEGAL   RESERVE. 

"  Spots  upon       It  would  be  difficult  to  define  the  boundary  or  describe 
sky  "ns,ndtcatee  the  domain  of  regular  life  insurance  companies.     The  law, 
accompanies  I  am  sure,  does  not,  only  in  one  particular, — the  legal  re- 
be0"  free "tfom  serve,  upon  which  the  regular  companies  probably  have  a 
thetheaieg1aT°fPatent>  an^  about  which,  I  believe,  there  is  no  contention 
reserve  test."  between  the  two  systems.     If,  however,  I  do  rightly  dis- 
cern the  signs  of  the  times,  and  fully  interpret  the  specks 
upon  the  insurance  sky,  then  the  regular  companies  would 
like  to  have  that  patent  annulled,  their  right  destroyed,  and 
to  be  free  from  the  shackles  of  a  legal  reserve  test, 
commissioner      Not  desiring  to  jump  into  deep  water,  but  preferring  to 
History  of6    wade  through  the  shallow  first,  I  will  review  the  history  of 
an^examTnes  the  legal  reserve,  and  examine  the  results  of  its  thirty-five 

the  results  of  ,          /. 

its  35  years'    years   enforcement. 

:nt<  Permit  me  to  say,  in  advance,  that  I  do  not  propose  to 
narrow  my  remarks  to  individual  companies,  but  treat  the 
subject  in  a  broad  and  unbiased  manner,  and  every  sentence 
will  be  from  the  purest  and  friendliest  motives,  from  a 
heart  beating  in  unison  with  the  best  interest  of  the  policy- 
holders  and  full  of  sympathy  for  the  unfortunate  predica- 
ment in  which  company  managers  find  themselves,  from 
which  I  hope  to  be  able  to  help  them  extricate  themselves. 
In  1855  the  Massachusetts  insurance  department  was  cre- 
ated, which  was  the  first  in  the  Union,  and  Elizur  Wright 
was  appointed  one  of  the  commissioners.  He  was  a  pro- 
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fessor  of  mathematics  and  a  well-known  actuary,  and  the 
author  of  the  principle  known  as  the  "  net  valuation 
method"  (legal  reserve)*  The  law  was  passed  in  Massa- 
chusetts in  1858.  New  York  soon  followed,  and  finally 
the  net  valuation  method  was  universally  adopted  among 
the  States  for  testing  the  liability  of  life  companies.  What 
gare  rise  to  this  law  ?  Over-premium  charge,  in  the  first 
place,  and  extravagant  expenditure  in  the  second. 

This  extract  from  a  biography  of  Mr.  Wright,  written 
by  Mr.  Miles  M.  Dawson,  and  published  in  the  Chicago 
Independent,  explains  the  situation  at  that  time : 

"He  published,  in  1853,  'Life  Insurance  Valuation 
Tables,'  a  book  giving  information  as  to  the  proper  basis 
of  reserves.  This  was  a  timely  volume ;  for  in  utter  dis- 
regard of  future  necessities,  companies  in  the  hands  of 
ignoramuses  and  rascals  were  recklessly  expending  the 
funds  which  should  accumulate  to  cover  the  future  obliga- 
tions incurred  under  their  contracts." 

Mr.  Wright,  actuated  by  a  desire  to  protect  the  premium 
payers,  advanced  the  idea  of  a  reserve  so  as  to  compel  the 
companies  to  retain  for  the  protection  of  the  policy  in  the 
future  part  of  the  premium  money  collected.    Noble  man  ! 
I  honor  him,  and  bare  my  head  to  one  prompted  by  such 
just,  generous  and  humane   impulses.     But  far  better,  in 
my  humble  judgment,  it  would  have  been  to  have  fixed  the 
net  cost  of  insurance  by  law,  allowing  a  reasonable  amount 
for  contingencies  or  for  an  emergency  fund,  and  absolutely 
prohibited  the  issuance  of  investment  or  banking  policies,    issuanceot 
upon  the  principle  that  the  accumulation  of  such  immense  'banking"^ 
sums  permissible  under  investment  contracts,  is  unjust  to    "Ivc'been1 
the  policy  holders,  contrary  to  the  original  purpose,  and    ^hl^ed 
dangerous  to  the  underlying  principles  of  the  system  and 
subversive  of  its  best  interests.     Either  that,  or  to  have 
compelled  the  return  to  policy  holders  annually  of  all  the 
accumulations   in    excess  of    the    current    needs   of    the 
company. 

This  quotation  from  Insurance  Commissioner  Tarbox's 
report  of  1885  will  be  of  interest  in  this  connection  : 

"  Insurance  companies  refer  boastfully  to  their  great  ac-  Quotes  from 
cumulations  as  guarantee  of  their  strength  aud  prosperity,  ro?°comfmu-5' 
But,  besides  that  the  moth  may  corrupt  and  the  thief  may  So°  "Maslachu* 
steal,  this  amassed  wealth   is   constantly  environed   with  'attention'*? 
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the  positive    perils  such  as  the  best  prudence  cannot  surely  ward.     Lia- 

dangerofmag-  .  .  . 

nifyingthe    bilities  increase  as  funds  increase,  and   liabilities  remain, 
ure  of  life     though  funds  be  lost ;  while  any  excess  over  liability  is  not 

insurance,  to      ,  ,         .  -     .  . 

accommodate  the  production  of  the  company,  but  tributes  levied  from 

modern  plans     ,  i_i-  T  j     i      /•     i         •  i- 

of  speculation,  the  public.     I  am  strongly  persuaded  of  the  impolicy  and 
TnT61 '    positive  danger  of  magnifying  the  banking  feature  of  life 
:nt'    insurance  institutions  to  accommodate  modern  plans   of 
tontine  speculation  and  endowment  investment." 
What  followed? 

i.  Take  the  twenty-one  companies  doing  business  in  this 
The  figures  of  State.  They  reported  December  31,  1893,  aggregate  as- 
reservecom-  sets,  §723,1526,024:  legal  reserve,  $602. 2 1 <, 286  :  surplus, 

panics  doing  '- 

business  in    $121,997233.     Does  good   judgment,  sound  business  sense 

Texas  cited   in 

illustration  of  and  a  proper  regard  for  the   interest  and  welfare  of  the 

apprehended          . .         .      .  .  . 

danger.   TOO  policy  holders  approve  a  system  that  forces  the  accumula- 

great  a  surplus    .  c          ,  .        .          ,         -         r 

leads  to      tion  of  such  3.  sum  in  the  hands  of  a  few  trustees,  when 
expenditures,  there  is  no  present  use  for  it,  when  the  country  stands  in 
investments  so  great  need  of  it  ?     Nearly  $404,000,000  of  this  reserve 
anfauittyer    is  in  the  hands  of  three  of  the  companies,  while  $31,000- 
ooo  of  the  surplus  is  held  by  them.      The  increase  of  the 
reserve  during   1893   was   over  $40,000,000    and  surplus 
$5,000,000.     How  long  at  this  rate  will  it  take  to  concen- 
trate the  funds  of  this  country  into  a  few  already  wealthy 
centers,  and  considering  the  draining  ability  of  these  same 
centers  as  to  other  lines  of  business,  how  long   will   the 
finances  of  the  country  stand  such  concentration,  and  du- 
ring the  process  of  bringing  on  the  calamity,  which  will 
follow  as  a  natural  consequence,  what  will  be  the  condition 
of  the  people  who  pay  the  premiums,  and  the  public  ? 

There  are  thirty-one  or  thirty-two  more  legal  reserve 
companies,  which  will  probably  swell  the  reserve  to  $800,- 
000,000,  and  the  surplus  to  $150,000,000. 

Commissioner  Tarbox,  in  his  1886  report,  said  :  "  Too 
great  a  surplus  is  more  than  useless  excess  ;  it  represents  in- 
justice and  is  a  constant  danger.  Such  a  surplus  is  only 
accumulated  by  withholding  from  the  policy  holder  what 
fairly  is  his,  and  thus  to  unjustly  increase  the  cost  of  his  in- 
surance ;  and  its  possession  tends  to  neglect  of  frugal  hab- 
its, to  careless  expenditure  and  extravagance,  hazardous 
investments  and  graver  faults.  It  constitutes  a  temptation 
to  bad  administration  and  competition  that  the  managers 
of  life  insurance  companies  should  be  delivered  from,  for 
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their  own  sake  and  for  the  safety  of  the  people,  who  rely 
upon  their  integrity  and  diligence." 

Again,  he  says  :  "  I  doubt  if  a  company  can  justify  the 
retention  from  its  policy  holders,  and  addition  to  its  sur- 
plus, of  savings  from  other  sources,  such  as  interest,  ex- 
pense, lapsed  and  surrendered  policies.  There  should  be  no 
occasion  for  a  surplus  to  protect  investments." 

2.  It  has  been  indirectly  the  cause  of  the  failure  of  a  large     The  large 

..  number  of 

number  of  companies,  because  they  could  not  stand  the    -old  line" 
legal  reserve  test,  though  if  the  law  had  not  been  inexorable    thatPfaUeed 
and  a  sound  commercial  test  the  same  as  used  with  other  stool  the  coin- 
business  institutions  of  the  land ,  had  been  applied,  they  might  but  couw'not 
have  stood,  and  millions  of  dollars  might  have  been  saved  ilga?1eserve 
to  the  policy-holders.     It  would  surely  be  better,  if  upon 
the  application  of  the  reserve  test,  a  company  was  found 
below  the  safety  line,  to  permit  a  reduction  of  the  contracts, 
i.e.,  as  is  the  case  in  England,  scaling  of  policies,  than  to    The  British    , 
put  it  in  the  hands  of  a  receiver,  for  a  receivership  simply     "curing0 
means  rich  pickings  for  the  receiver  and  crumbs  for  the  (Jubstantfaliy 
policy-holders.     A  State  cannot  afford  to  countenance  and    ^at'oTtife8 
perpetuate  a  law  which  drives  a  company,  solvent  commer-        highly0 
cially,  though  unsound  according  to  the  reserve  standard,  c 
into  the  hands  of  a  receiver,  which,  in  this  fast  and  modern 
age,  usually  proves  disastrous  to  the  interest  of  her  citizens 
who  furnished  the  money.     Receiverships  are  a  bane  to  the  Receivership, 

.  a  bane  of 

business  of  the  American  people,  and  are  resorted  to,  often,  American  peo- 

i   •        i  F  j  i  i  •  P'ei  often 

to  cover   up  a  multitude  of  sins,  and  such  proceedings  resorted  to,  to 
should  not  only  be  discouraged,  but  receive  the  official  con-   muititu&of 
demnation  of  the  State. 

President  McCurdy,  of  the  Mutual  Life  of  New  York,     President 

McCurdy's 

descanting  on  State   supervision  and   covertly   attacking     opinion  of 

net  valuation 

"  net  valuation,"  said  in  1891  :  "  It  can  point  to  no  single  quoted, 
instance  in  which  it  has  accomplished  any  service  to  the 
community  not  better  rendered  by  business  prudence  and 
energy  among  the  citizens  themselves  under  the  ordinary 
protection  given  to  all  rights  of  property  by  the  courts  of 
law.  On  the  other  hand,  it  is  an  unquestioned  fact  that 
not  less  than  half  a  dozen  companies  in  this  State  alone, 
which,  but  for  the  interference  of  the  State,  were  destined  to 
a  long  career  of  usefulness,  have  been  destroyed  by  it  and 
that  every  one  of  the  insurers  in  such  companies,  whose 
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interests  were  entrusted  to  their  keeping,  has  been  injured 
by  such  interference." 
President         President  Fouse,  of  the  Fidelity,  in  discoursing  upon 

Fouse  s  dis-  '  * 

course  upon   the  beauty  of  "  net  valuation."  said  in   1880  ;   "The  pre- 

net  valuation 

quoted.  sent  legal  standard  of  valuation  renders  the  premiums  fully 
one-third  higher  than  necessar/  to  cover  the  cost  of  insof* 
anceT  as  shown  by  past  experience,  and  circumscribes  90 
per  cent,  of  the  accumulations  with  technicalities,  so  that 
the  companies  are  in  constant  danger  of  bankruptcy 
through  decline  in  rates  of  interest,  rise  in  mortality,  de- 
preciation in  securities,  and  intrigues  of  wreckers." 

The  present  legal  standard  has  made  it  possible  for  offi- 
cers and  agents  of  defunct  and  existing  old-line  companies, 
wreckers  and  receivers  to  wrong  policy-holders  out  of  sev- 
eral hundred  million  dollars. 

The  one  is  influenced  by  his  opposition  to  what  -he  is 
pleased  to  term  "  State  interference,"  the  other  by  an  ob- 
Commissioner  jection  to  the  legal  reserve  system.     I  wish  it  distinctly  un- 
piacementsdf  derstood  that  in  looking  to  a  rigid  commercial  test  I  am 
naiginityen    firmly  opposed  to  any  change  which*  would   not  include, 
°f  isttatlon1,111"  first,  the  displacement  of  a  company  management  guilty  of 
inflict  upon    sucn  a  maladministration  as  reduced  the  company  below 
Pt0heCpenaHies3  trie  legal  standard,  for  no  consideration  should  be  shown  a 
receivership,  board  of  trustees  who  so  far  forget  their  trust  as  to  permit 
the  extravagant,  much  less  the  corrupt,  use  of  funds  as  sa- 
cred as  those  of  life  insurance,  contributions  to  which  are 
often  made  out  of  the  poverty  of  the  people,  and  should 
be  held  inviolate.     Now,  let's  go  one  step  further.     What 
what  does  the  did  the  Roche  law  of  1893  mean,  and  what  was  the  reason 
of '93 mean?    for  its  enactment?     Will  the  real  author  of  that  bill  ex- 

Will  the  real       ,    .     «       TV-      •,  •  .  .    11          /• 

author  plain?  This  law  permits  a  company  to  use  any  table  of 
mortality  and  assume  any  rate  of  interest  with  the  consent 
of  the  insurance  commissioner. . 

The  purpose       The  purpose  of  the  bill  was  defeated  by  the  prompt  ac- 

^a'w"00*10  ti°n  °f  tne  Missouri  commissioner  in  requiring  the  com- 

prompatteactk>n  panics  to  furnish  the  data  upon  which  to  value  their  poli- 

M°ssouri      cies  according  to  the  legal  standard  of  that  State.     Nothing 

be^arttnent.  daunted,  the  following  bill  was  recently  introduced  in  the 

New. York  Legislature,  and  came  very  near  passing: 
Another          "An  act  in  relation  to  the  powers  of  the  superintendent 
YorTstate'to  of  the  insurance  department. 
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"SECTION  i.  In  estimating  the  condition  of  any  insur-         give 

i  .    t  tne  Superin- 

ance  company  with  respect  to   solvency  or  the  right  to     tendentof 
continue  business  in  this  State,  the  superintendent  of  the  discretionary 
insurance   department   may  value   its   liabilities   by   such      pcrm/t  a 
method  as  in  his  discretion  shall  appear  just,  to  determine    ''nsci'vent* 
whether  or  not  it  is  commercially  solvent  and  able  to  meet    continue  in 
its  liabilities  at  maturity,  and  for  this  purpose  may  take 
into  account  the  gross  premium  contracted  for,  with  proper 
allowance  for  expenses  and  the  actual  rate  of  interest  ob- 
tained or  expected  upon  its  investments. 

"SEC.  2.  This  act  shall  take  effect  immediately." 
Will    the   Solomon   who  contemplated  such  a   radical 
change  in  the  policy  of  the  State  rise  up  and  explain  the 
necessity  of  the  measure? 

Was  it  manipulated  in  the  interest  of  assessment  com- 
panies? Certainly  not.  Was  it  engineered  for  the  benefit 
of  outside  companies  ?  No.  Can  it  be  possible  that  there  urging  that  if 

if  i  11     rt  "*  11     i  * /•  •          i^    i  *i      orthodox   corn- 

are   some    "home"   "strait"   life   companies   below   the     panics  are 
safety  line  and  are  seeking  to  save  themselves?     If  so,  then 
the  hour  is  at  hand  for  legislation  to  meet  the  emergency 
upon  us,  and  we  should  meet  it  like  men  burdened  with 
the  responsibility  of  policy-holders'  rights,  and  like  the 
philosopher,  actuary  and  patriot,  Elizur  Wright,  suggest  a    ^ay^a'nd1' 
remedy  and  insist  upon  its  enforcement.     A  commercial  Cnactmenthof 
test  may  not  be  the  remedy  or  the  best  thing  to  be  done,  perpe1tu'a'te0the 
but  if  a  receivership  is  the  inevitable  result  of  a  legal  re-   Cc*£,tea1n:fe°f 
serve  impairment,  then  I  say  a  commercial  test  is  preferable.  ""j^ers  who6 
If  a  commercial  standard  should  be  adopted  (and  possibly  are  responsible 
one  can  be  that  will  safely  guard  the  present  reserve  liability),  impairment, 
then  I  have  the  following  proviso  to  submit,  to  be  attached 
to  any  bill  that  may  be  offered  :  Provided,  In  the  first  ex- 
amination of  any  life  insurance  company  under  this  law 
the  present  legal  standard  of  valuation  of  policies  and  rate 
of  interest  shall  be  observed,  and  in  case  the  reserve  is 
found  to  be  impaired,  the  officers  responsible  for  the  im- 
pairment shall  be  removed,  and  others  more  worthy  put  in 
their  places. 

The  trend  of  insurance  legislation  of  late  years  has  been      A  8evere 
in  the  interest  of  the  premium  receiver  rather  than  the 
premium  payer,  more  in  behalf  of  the  officials  who  luxu- 
riate  in  palatial  office  buildings,  costing  from  one  to  ten 
million  Collars,  than  the  man  who  furnished  the  money  to 


erect  them,  more  in  the  interest  of  the  president  or  general 
manager,  who  hies  himself  around  the  world  in  royal  stylej 
as  leisure  and  pleasure  dictate,  than  the  men  who  shove 
the  plane,  drive  the  forge,  or  follow  the  plow,  and  as 
premium  payers  furnish  the  money  to  pay  the  expense  of 
junketing  bills.  It  is  time  a  halt  was  called,  and  legislation 
had  in  the  interest  and  for  the  protection  of  the  policy- 
holders.  A  brief  time  should  be  given  to  the  trustees  to 
change  their  tactics,  to  stop  the  unwarranted  expenditure 
of  money  in  a  mad  and  senseless  race  for  new  business,  and 
to  put  the  business  on  a  common-sense  economical,  basis. 

Office  buildings  are  well  enough  and  needed,  and  busi- 
ness  trips  are  necessary,  and  no  one  will  object  to  any 
reasonable  cost  or  expense  for  either,  but  the  interest  of 
the  policy-holders  should  be  of  prime  consideration  and 
all  others  should  bend  to  it.     The  company  that  makes  the 
premium   payers'  interest  of    secondary   importance  will 
••  Daniel  win  sooner  or  later  come  to  grief.     In  the  present  craze  for  vol- 
judgament ;  "    ume  they  are  only  considered  as  being  necessary  to  pay  the 
incidenVto5    fiddler  while  the  dance  goes  on,  for  the  policy-holders  are 
repayinSgnd    paying  for  the  new  business,  for  the  present  commissions 
"onuses*8    are  rebated  and  the  agent  is  paid  a  salary,  so-called  bonus. 
But  as  sure  as  grass  grows  and  water  runs  Daniel  will  be 
called  to  judgment.      If  something  is  not  done  to  check 
this   ill-advised   and    unpardonable   expenditure   of    trust 
funds,  the  surplus  will  dissolve  like  snow  before  the  sun's 
heat,  and  the  impairment  of  the  reserve  will  take  place, 
and  destruction  and  ruin  will  follow. 

The  commissioners  of  Maine,  Massachusetts,   Connecti- 
cut and  Missouri  have  spoken  out  recently  on  this  subject 
insurance     in  unequivocal  terms,  and  I  trust  the  companies  will  appre- 
ers^as'repre-  ciate  the  timely  warning,  put  their  houses  in  order,  and  not 
tlhe  pe'opte,  in  make  legislative  action  a  necessity. 

dtheir  oath"       Insurance  commissioners  are  the  representatives  of  the 

thefr  dutydin  people,  and  they  are  expected  to  defend  and  champion  the 

Sabusesf      people's  rights,  and  they  cannot,  in  deference  to  their  oath 

of  office,  sit  dumb-oyster-like  when   they  see  a  wrong  is 

being  perpetrated.     I  think,  at  the  convention  of  September 

next,  they  should  take  the  matter  in  hand  and  take  some 

steps  in  the  interest  of  the  policy  holders. 

Advises          I  would  suggest,  first,  the  consideration  of  the  advisa- 
of  the  offline  biltty  of  abandoning  the  present  legal  standard  and  adopt- 
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ing  some  safe  test  that  will  secure  the  honest  administration   legal  reserve 
of  the  affairs  of  companies  that  will  prevent  the  accumu-  thesubstitu- 

,  ..  ,  ,        .         ,         P         r  tion  of  some 

lation  of  so  much  money  in  the  hands  of  a  few  trustees;  safe  te«t  that 
such  a  test  that  will  properly  guard  and  protect  the  present  ho^est'admfn- 
reserve  and  surplus  and  make  it  impossible  to  divert  it  from  i8co*m£aVies'he 
its  original  purpose. 

2.  A  consideration  of  the  desirability  of  a  thorough  ex- 
animation  of  life-insurance  companies  to  ascertain  if  they 
are  sound  and  being  conducted  in  the  interest  and  for  the 
benefit  of  the  policy  holders. 

In  conclusion.  I  raise  my  hat  again  to  the  distinguished 
essayist  and  actuary  of  the  renowned  old  Commonwealth 
in  remembrance  of  his  work  and  kindly  intentions,  and 
acknowledge  his  genius  and  ability.  But  time  has  proven 
that  his  pet  measure  was  only  temporizing  with  the  eril ; 
that  it  was  not  the  real  remedy  needed.  He  weighed  a 
business  represented  by  $  10,000,000  of  assets  and  50.000 
policies,  while  we  must  consider  the  progress  and  experience 
of  more  than  thirty-five  years,  represented  by  one  billion 
assets  and  over  one  and  one-half  million  policies,  and  risks 
exceeding  five  billion.  Any  well-posted  man  will  quickly 
admit  that  the  past  thirty-five  years'  experience  is  worth 
more  than  the  one  hundred  and  fifty  which  preceded  it, 
and  therefore  we  have  the  advantage  of  Mr.  Wright  in 
handling  the  question  which  confronted  him  and  which 
confronts  us  now  ;  and  if  we  are  not  better  prepared  to  deal 
with  it,  it  is  our  fault.  Were  he  living  to-day,  he  would  what  the 

....  .  ....  Father  of  the 

agree  with  us  that  his  policy,  at  least  in  part,  was  a  failure ;   legal  reserve 

-  .    system  would 

that  while  it  forced  the  retention  of  a  certain  reserve,  it  say  if  he  were 
caused  the  banking  of  vast  sums  in  the  hands  of  a  few,  and 
rendered  uncertain  and  perilous  the  very  interest  he  was 
trying  to  protect,  />.,  the  sacred  funds  he  was  endeavoring 
to  safely  secure.  He  would  further  agree  with  us  that  a 
measure  was  needed  that  would  properly  husband  and  use 
the  surplus  and  reserve  for  the  purpose  for  which  it  was  in- 
tended, and  that  would  make  the  accumulation  of  such 
immense  sums  in  the  future  absolutely  impossible  by  any 
system  of  life-insurance,  old  line  or  new  line.  If  he  were 
here  he  would  agree  with  me  that  the  thirty-five  years  of 
his  policy  furnished  ample  proof  of  a  failure  in  part  to  sub- 
serve the  purpose  for  which  it  was  designed.  The  wrecks 
by  the  wavside  are  tombstones  that  indicate  where  the 
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precious  reserve  lies  buried.     The   accumulated  millions 

stored  in  a  few  vaults  represent  an  unwise  and  unnecessary 

drainage  upon  the  country,  and  stand  as  a  constant  menace 

The         of  impending  evil.     The  reserve  does  not  necessarily  make 

legal  reserve  c  ' 

responsible  for  a  man  dishonest — not  at  all — but  as  long  as  his  satanic 

the  popularity         .  .  , 

of  "pure      majesty  is  permitted  to  roam  about  in  the  world  and  innu- 

protection  . 

insurance."  ence  man,  glittering  ducats  will  tempt  poor  human  nature, 
and  the  larger  the  pile  the  more  likely  he  is  to  yield.  The 
legal  reserve  is  responsible  for  the  popularity  of  "  pure  pro- 
tection insurance,"  which,  it  is  said,  "is  cheap,  and  meets 
the  wants  of  the  masses." 
of  the  survival  ^is  ^s  ^rce  America,  and  with  the  proper  legal  safeguards 

°f  reval""8*  ^et  l^e  ^aw  °^  ^e  suryival  °f  the  fittest  prevail. 


CRITICISM  OF  BRIEFS 


SUBMITTED  TO 


The  Honorable  John  E.  Hollingsworth, 

COMMISSIONER  OF  INSURANCE,  STATE  OF  TEXAS, 


0 


L.  G.  Fouse,  President, 

THE  FIDELITY  MUTUAL  LIFE  ASSOCIATION,  OF  PHILADELPHIA. 


I  HAVE  read  the  briefs  filed  with  the  Hon.  John  E.  Hollingsworth, 
Commissioner  of  Insurance  of  the  State  of  Texas,  by  Mr.  Sheppard 
Homans,  President  and  Actuary  of  the  Provident  Savings  Life  Assur- 
ance Society  of  New  York,  and  William  T.  Standen,  Actuary  of  the 
United  States  Life  Insurance  Company  of  New  York,  in  connection 
with  the  discussion  had  in  the  Senate  Chamber  at  Austin,  Texas,  May 
15,  1894,  and  I  must  confess  that  I  was  profoundly  impressed  with  the 
inconsistency  and  insincerity  of  the  arguments  presented  in  the  briefs. 
We  may  well  exclaim,  "  Consistency,  thou  art  a  jewel  !" 

Mr.  Homans  has  labored  assiduously  for  years  in  behalf  of  his  com- 
pany, The  Provident  Savings,  to  convince  the  insuring  public  of  the 
expensiveness,  impracticability,  and  inequity,  if  not  insecurity,  of  the 
"old  line  "  plan.  His  own  company,  about  fifteen  years  ago,  left  the 
beaten  path  of  "old  line  "  insurance,  and  from  "a  passing  around  the 
hat  concern,"  developed  into  a  modified  natural  premium  company 
endeavoring  to  do  business  on  the  plan  of  the  latter,  while  sailing  under 
the  colors  of  the  former.  However,  by  reason  of  his  consternation 
created  by  the  formidable  success  of  The  Fidelity  and  other  com- 
panies similar  to  it,  he  called  upon  members  of  the  Actuarial  Society, 
representing  the  class  of  companies  which  he  so  unstintingly  abused  for 


years,  to  come  to  his  rescue,  and  to  join  him  in  the  unwarranted  tirade 
upon  the  companies  organized  and  operated  as  a  protest  against  the 
abuses  and  weaknesses  which  he  so  often  so  vividly  and  graphically 
described  and  complained  of.  It  appears  that  Mr.  Standen  is  the  only 
one  who  actually  came  to  his  rescue,  and  what  he  accomplished  may  be 
ascertained  by  reading  the  Commissioner's  "Opinion."  When  Assess- 
ment Insurance  first  came  into  existence,  about  twenty  years  ago,  rep- 
resentatives of  the  "  old  system  "  denounced  it  as  crude,  and  formid- 
ably opposed  it  on  the  ground  that  it  was  unscientific  and  would  lead 
to  serious  disappointment.  The  advocates  of  the  "  assessment  system  " 
charged  that  the  opposition  from  the  representatives  of  the  "  old  system  " 
was  born  of  selfishness,  and  for  the  purpose  of  maintaining  a  life  insur- 
ance monopoly,  to  which  end  the  deposit  and  reserve  laws  were  enacted. 
The  "old  system  "  representatives  very  promptly  denied  any  such  intent 
or  purpose,  but  claimed  that  they  were  acting  in  the  interest  of  sound 
life  insurance,  and  would  welcome  in  competition  any  plans  of  insurance 
that  were  mathematically  and  scientifically  correct. 

Fifteen  years  ago  The  Fidelity  Mutual  Life  and  a  few  other  com- 
panies with  plans  that  are  mathematically  and  scientifically  correct, 
came  into  existence  in  the  face  of  the  most  potent  and  plenteous  ele- 
ments of  resistence  from  the  representatives  of  the  "old  system."  It 
became  manifest  that  the  "old  liners"  had  had  undisputed  possession 
of  the  insurance  field  so  long  that  they  actually  regarded  those  who 
dared  to  enter  into  competition  with  them  as  trespassers  upon  their 
sacred  rights.  One  of  the  briefs  in  question  indeed  charges  The 
Fidelity,  and  similar  companies,  with  invading  the  domain  of  "  old 
line"  insurance,  and  with  being  practically  "old  line  "  in  everything, 
except  in  name  ;  this  is  but  little  short  of  a  slander  upon  assessment  or 
flexible  premium  insurance.  The  leading  actuarial  lights  of  the  legal 
reserve,  or  "old  system,"  admit  that  the  law  which  is  responsible  for 
its  existence  was  the  result  of  "  ignorance,  haste,  and  passion."  The 
net  valuation  on  a  hypothetical  basis  has  been  denounced  by  the  best 
known  and  most  influential  underwriters  as  having  accomplished  no 
good  purposes  ;  as  having  unnecessarily  wrecked  a  large  number  of  life 
insurance  companies ;  as  having  unnecessarily  increased  the  cost  of  life 
insurance,  and  as  having  incurred  corrupt  and  dishonest  management. 

The  great  crime  which  The  Fidelity,  and  companies  like  it,  have 
committed  consists  of  having  been  responsible  for  enacting  laws  by 
which  the  pernicious  net  valuation  system  has  been  avoided,  and  under 
which  they  are  doing  business,  but  under  which  they  have  no  mo- 
nopoly. If  there  are  advantages  under  the  assessment  law  which  the 
advocates  of  "the  old  system  "  covet,  it  is  their  privilege  to  do  as  did 


—  25  — 

the  Hartford  Life  and  Annuity  Insurance  Company :  adopt  the  assess- 
ment principle. 

We  claim  for  The  Fidelity  Mutual  Life  Association  that  it  is 
licensed  just  as  the  "old  system  "  companies  are  ;  pays  taxes,  substanti- 
ally, just  as  they  do ;  is  under  the  supervision  and  inspection  of  the  In- 
surance Departments  just  as  they  are ;  has  all  the  machinery  for  perpetu- 
ating its  existence  just  as  they  have,  and  should,  therefore,  without  doing 
violence  to  its  principles,  enjoy  the  same  privileges  for  adapting  its  in- 
surance to  the  needs  of  the  people  as  they  have. 

Its  principles  are  opposed  to  such  accumulations  as  insurance  experi- 
ence has  shown  to  be  unnecessary ;  opposed  to  the  net  valuation  as  a 
test  of  solvency  ;  opposed  to  individual  policy  liability,  except  it  be  in 
the  form  of  a  special  trust  deposit ;  opposed  to  the  practically  unlimited 
resources  for  expenses,  and  uncompromisingly  opposed  to  combining 
investment  with  life  insurance.  Its  principles,  however,  recognize  the 
law  of  mortality  and  advocate,  as  a  matter  of  convenience,  the  level 
flexible  premium,  which  necessitates  the  maintenance  of  a  common  fund 
in  which  the  members  have  an  undivided  interest,  to  neutralize  the  in- 
creasing cost  of  insurance  due  to  advancing  age,  or  to  relieve  policy- 
holders  from  the  burden  of  paying  current  premiums  after  having  attained 
an  advanced  age. 

We  beg  the  representatives  of  the  "  old  system  "  not  to  be  deceived  ; 
the  legal  reserve  is  theirs ;  they  wanted  it,  and  have  for  nearly  half 
a  century  urged  its  claims  of  superiority  over  every  other  system  of  life 
insurance — any  plan  that  did  not  have  the  legal  reserve  feature  was  con- 
sidered unorthodox ;  they  cherished  it ;  are  responsible  for  it;  advocated 
it,  and  now,  since  they  have  become  tired  of  it  and  convinced  that  it  is 
utterly  destructive  to  sound  life  insurance,  which  they  have  repeatedly 
admitted,  it  is  inconsistent  and  unmanly  for  them  to  find  fault  with 
those  who  have  avoided  what  they  would  like  to  avoid.  No,  gentlemen 
of  the  "old  system,"  we  have  not  invaded  your  domain,  and  there  is 
not  the  least  probability  of  our  doing  so.  We  are  abundantly  satisfied 
with  the  level  flexible  premium  system  with  the  "safety  clause  "  attach- 
ment, and  notwithstanding  your  hostility  and  misrepresentations  con- 
cerning it,  are  prepared  to  show  and  prove  that  we  are  able  to  carry 
out  our  contracts  with  members  in  good  faith  any  time  in  the  future,  as 
well  as  at  the  present,  at  a  cost  of  only  about  70  per  cent,  of  the  par- 
ticipating premiums  charged  under  the  "old  system."  We,  of  course, 
do  not  refer  to  the  half-breeds,  or  those  that  "  carry  water  on  both 
shoulders,"  and  that  are  endeavoring  to  provoke  controversy  between 
the  representatives  of  the  legitimate  "  old  line  "  and  "  new  line  "  com- 
panies. 
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In  the  controversy,  The  Fidelity  was  on  the  defensive.  It  was 
accused  of  transcending  its  legal  rights,  and  of  making  promises  it  could 
not  fulfil.  It  is  only  natural  that  an  honest,  fearless,  able,  and  energetic 
man  like  the  Hon.  A.  J.  Brown,  of  Dallas,  Manager  of  The  Fidelity 
for  Texas,  should  throw  down  the  gauntlet  in  defence  of  his  convictions 
and  the  Association's  rights.  No  man  is  more  favorably  and  few 
are  better  known  in  Texas  than  Mr.  Brown,  and  he  did  not  pro- 
pose to  have  the  Association  misrepresented  to  the  people  whose  confi- 
dence he  enjoys.  He  was  ably  assisted  in  his  defence  by  his  Superin- 
tendent of  Agents,  Mr.  R.  C.  Milliken,  who  is  a  lawyer  by  profession, 
and  whose  legal  knowledge  served  him  to  good  purpose  in  the  contro- 
versy. Colonel  P.  W.  Crawford,  of  Little  Rock,  Arkansas,  Southern 
Manager  for  the  Massachusetts  Benefit,  closed  the  discussion  for  the  de- 
fence with  telling  effect.  One  of  the  plaintiffs  admitted  that  he  brought 
the  charges  before  the  commissioner  because  he  had  been  defeated  in 
several  instances  by  the  agents  of  The  Fidelity  and  the  Massachusetts 
Benefit.  The  very  able  manner  in  which  these  gentlemen  conducted 
the  defence,  the  victory  achieved  by  them,  is  and  should  be  gratifying  to 
and  be  appreciated  by  the  representatives  of  the  flexible  premium  or 
assessment  plan  of  life  insurance. 


